• The patient is the best to know: U = u(H) -i.e. the utility function
• How should we pay doctors to make them keep one eye on the production function and the other on the patient's utility function? 3 ways to pay GPs
• Dependent of activity -Fee-for-service -Capitation
• Independent of activity -Salary
Nothing is perfect! "There are many mechanisms for paying physicians: some are good and some are bad. The three worst are fee-for-service, capitation and salary. Fee-forservice rewards the provision of inappropriate services, the fraudulent upcoding of visits and procedures, and the churning of 'ping-pong' referrals among specialists. Capitation rewards the denial of appropriate services, the dumping of the chronically ill, and a narrow scope of practice that refers out every time-consuming patient. Salary undermines productivity, condones on-the-job leisure and fosters a bureaucratic mentality in which every procedure is someone else's problem" (Robinson J, Milbank Quarterly, 2001, Vol 79 (2) The more patients on the list, the higher the income The more substitution of own service provision with referrals to specialist care, the lower own costs (i.e. higher net income)
Salary
• Depends on number of hours worked No financial motivation to increase efforts or productivity
• Income-leisure trade-off Higher wages are required in compensation for more hours worked
Trade-off between income vs leisure • Substition effect -With higher wage-rate, leisure becomes more expensive, so you demand less of it You work more Salary: I = w*H
• The more hours we work (H), the higher the income (I)
• The higher the wage rate (w), the higher the income (I)
• The higher the wage rate, the more we work??
A backward bending supply curve for labour 
